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SECURITY WoMCTIQN 

msosuv ECONOMIC STABILITY Adjustment to Foreign 
Economic Aid Reduction and Withdrawal 

lo Hite Necessity for Adjustoent 

In the light of present and prospective tripartite policy with respect 
to economic aid to Yugoslavia, the Yugoslav economy will face the need of 
adjusting to two serious problems in the field of foreign economic relations 
during the next few years c The first of these is a sharp reduction In 
foreign economic aid available in fiscal years 195>»5k and 195k=55, as 
compared to earlier years, and possibly complete withdrawal of all economic 
aid .'thereafter* .Hie second problem is the heavy burden of debts to be 
serviced during this period* 

Ao Foreign Economic Aid 

In evaluating the effect which the reduction and eventual withdrawal 

♦ 

of tripartite economic aid would have on the Yugoslav economy, it is useful 
to review the economic situation in Yugoslavia when aid me initiated in 
late 1950, the volume of that aid up to the present time, and the contrJU 
button which it has thus far made to Yugoslav economic stability* 

Following the break with the USSR in 19i|8, -Yugoslavia was approaching 
an economic crisis, which was hastened by the serious drought in 1950* The 
crisis ms due largely to the tarn major goals of Yugoslav policy foil owing 
the Ccminform break* They were, on the one hand, the building up of a 
defense establishment capable of deterring tee Soviet and satellite states 
from aggression, and, on the other hand, the carrying through of an invests 
meat program intended to establish the economic independence of Yugoslavia* 
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Tn the period betwaori the break with the Cominform and the receipt o gran 

aid from th© West, which began in early 1951* the Yugoelav Government main- 
tained th© numerical strength of its already large armed forces, although 
it was unable to improve its equipment and materiel during this period. 

In order to maintain the army and continue investments according to 
the Fiv® tear Plan, (originally 19U7-5U the government attempted to meet 
the import needs by increasing exports to the highest possible level. Ihe 
difficulties encountered in finding sufficient export surpluses and 
developing new export markets necessitated further measures* gold and 
foreign exchange reserves were drawn down from $59 million in the middle 
of 191*8 to $17o5 million at the beginning of 1950 and trade agreement ©*ing 
credits were utilized to the limit and beyond and were employed on what 
became in effect a long-term credit basis amounting to $5U million at the 
end of 1950. In addition, the government was able to obtain credits from 
foreign governments and private banks equal to slightly less than $200 
million by the end of 1950. Sems of these credits were granted by Western 
European countries eager to gain and regain export markets for their reviving 
heavy industries. All these measures were designed to permit down-payments 
on long-term contracts for capital goods and immediate payments for raw 
materials and certain types of easily obtainable capital goods. (See Section 
IC for discussion of the effects of these measures on the Yugoslav balance 

of payment© in these years.) 

Thus, plans and actual long-term preparations involving commitments of 
funds abroad, in th® form of contracts and initial financing, took place 
tdth reference not only to defense but also to investment before United 
States drought relief and then tripartita economic aid were begun. As a 
result of ihe long-term preparations associated with their accomplishment. 
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too major oectore of t i.e oconomy - dafooao and Investment - had al«ady 
assumed largo and scsmuhst rigid proportions before this aid began, and 
tons circumscribed somewhat toe Influence toe tripartite poeers sere able 
to exert on the Yugoslav eooncwy, directly or Indirectly through toe aid. 
lo Volume and Importance of Fore ign Economic Aid 
Large-scale grant aid to Yugoslavia by the Viest began -when that 
country, struggling to reorient Its trade as a result of toe Oomlnform 
blockade, experienced a serious drought in the summer of 1950. Yugoslavia 
turned to the Host for help, ehioh was extended with toe aim of maintaining 
w economy capable of withstanding Soviet pressure. Bie United States 
granted about *65 million of Emergency Relief Assistance and United Stated 
voluntary relief organisations distributed about *25 million of United 
States Government surplus food stocks, dost of this aid eaa delivered to 

Yugoslavia in the first half of 19$U 

During the first months of 19$1 it became evident that the Yugoslav 

economy had reached a critical stage in respect to raw materials and the . 
United States Governaant extended $29 million of aid from JDAP funds for 
the purchase of raw materials* In the late spring of 195l» the United 
States, United Kingdom and Franc® met in London to study Yugoslavia 3 a 
overall economic situation and to determine how they might best promote 
their interests in Yugoslavian 

The most important reason for the granting of economic aid to 
Yugoslavia by the West was to assure the viability and independence of 
Yugoslavia from the Soviet Bloc in order to assure acceas to Yugoslavia 
in time of wet without having to assault it, while at the same tin® denying 
to the Kremlin its physical possession and control* This aid was extended 
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Table XA«*2s Relative Importanc e of Orant AM 



1951 

FI 1951-52 

H X9S2-.S3 

FI 1953-54 

(Projected) 

Grant Aid Shipments {$ million) §/ 

148*6 

127*5 

137*2 

75*0 

Total Availabilities (& million) if 
Aid as % of Toted. Availabilities 

n*a* 

n*a* 

3,818*0 

3*0 

3,524*0 

3*9 

39895*0 

1*9 

Population (millions) Sf 
Distribution of aid per capita ($) 
Per capita consumption ($) sf 

Aid as % of per capita consumption 

16*5 

9*0 

n*a* 

n*a* 

1 6*7 

7*6 

112o6 

6*7 

16*9 

8*1 

ioo«5 

8*1 

17*2 

4o4 

118 0 8 

3«7 

Total imports ($ million) s/ 

Aid as % of total Imports 

390*8 

38*0 

357*9 

35*6 

408*3 

33*2 

326*4 

23*2 

Net balance of trade and services 
($ million) M 

Aid as % of net balance of trade 
and services 

> 238*4 

62*3 

«® 88*0 

144*9 

» 217*0 

63*2 

- 84*0 

89*2 

Capital goods imports if 

Aid as % of capital goods imports 

n*a* 

n©a* 

92*1 

138*5 

120*0 

114*3 

69*0 

108o7 


*6 

bo 

Co 

do 

©o 

f 0 
80 


X&f*3Lq _ ja . j 

Total av ailabili ties (Gross Rational Product minus net balance or tmde 
and services )o From Annex I table 4© 

Bureau of Census estimates* 

From Annex 1 table 4* 

1950=52 imports frcaa Statistics of_Foreign. 
estimated by FQtU 

From Annex I* table 6© , _ , . . + 

Source for 1951-52 IBRD * Current Eoonomic_Dgvglop ment8 and 
wiMneaa of Yugoslavia , January 15557 latorywiestiaatea by FQAo 


Trade of the YFPRg later years 


n©a®"“**Not available * 
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to Yugoslavia to meet current neede rather than support long term projeots 0 
As a result of this conference the tripartite aid program eas initiated 
and agreement was reached on extending aid amounting to a maximum of % 12 $ 
million for the fiscal year July 1, 1951 to June 30* 1952* Aid amounting 
to 1120 million was finally authorized, with the United States furnishing 
65 percent* the United Kingdom 23 percent and France 12 percent* 

Table IA~i shews the amounts of foreign economic aid granted to 
Yugoslavia from the 1950 drought to the present time, with a projection of 
aid for the fiaeal year 1953-5U* as *»11 as the actual shipments of aid=> 
fi nanc ed goods in those years* In accordance with the purposes of the 
program* goods purchased with tripartite aid have consisted predominantly 
of raw materials! textile raw materials have accounted for between 33 and UO 
percent of the total shipments to date* coke for 10 percent* crude rubber 
and hides combined for 7-10 percents In fiscal year 1952-53, because of 
the drought emergency* large amounts of grain were included in the aido 
Table IA=>2 ©hews the relative quantitative importance of grant®aid 
shipment© by comparing them with estimated total Yugoslav availabilities* 
per capita consumption* total imports* the balance of trade and services* 
and capital goods imports* Although tripartite aid shipments have not 
accounted for mors than 3*9 percent of total availabilities (gross national 
product minus not balance of trade and services), their real significance 
becomes evident when it is shown that they equaled a third or more of total 

imports* 

As compared to th® deficit in the net balance of trade and services* 
they amounted t© between two=thirds and one and a half times this deficit* 
Xn detaf^ning th© import&ac® of Western aid to Yugoslavia# account 
must also to® tak@n of loan® and credits (coo section XG) and ©JJLit&xy aid 
Approved For Release 2001/08/21 : CIA-RDP92B01090R000300020034-6 


CT3 O C3 


Approved For Release 2001^p^g^DP92B01090R000300020034-6 

(m® section XXA), even though the latter does not enter into eoraaerci&l 
trade channels 0 Consideration should also b® given to technical assistance 
nfiich is very important qualitatively, although not significant in monetary 

Although foreign economic aid has been used to finance current imports 

and not capital goods imports, it is worth noting that foreign aid shipments 

have been greater than capital goods imports in each year aid has been extended,, 

This illustrates the way in which foreign aid, in conjunction with foreign 

loam, has indirectly permitted Yugoslavia to pursue its investment program* 

* 

Bie relationship appear 5 ® to be sosKSwhat similar between foreign aid shipments 
and the defense share of imports, which is estimated by FQ& to have been 
roughly 25=30 percent of the total import® in recent years* 

Viewed either from the standpoint of the Yugoslav program alone or from 
comparison with economic aid and its effects on other countries, the nom= 
statistical evidences of the importance of tripartita economic aid to 
Yugoslavia are even more impressive than these aggregate relationship© would 
indicate o Omitting consideration here of its political effects, the major 
results of aid during the past three years appear to be five* maintenance 
of defense establishment, avoidance of possible famines resulting fro® 
drought®, effect on government's agricultural program, facilitation of foreign 
loan% and effect on general economic policies of the government ( n New Economic 
System 11 )*, 

a© She maintenance of an effective defense establishment as a 
deterrent to Soviet Bloc attack was a primary result of tripartite aid* It 
is not possible to demonstrate statistically the effect which tripartite aid 
ha® had on Yugoslav defense capabilities,. It is clear, however, that Yugo- 
slavia was enabled to continue supporting a military establishment which is 
Approved For Release 2001/08/21 : CIA-RDP92B01090R000300020034-6 
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believed to be among the largest in non-Soviet Europe despite the effects 
of the Coainforra break and two major droughts,. The Yugoslav armed forces 
have claimed a larger part of the country 0 # national product (over 1 $% frca 1951 
1953) liian has been the case in any Western country* not excluding the 
United States,, Furthermore* during the period of economic aid the Yugoslav 
economy has been able to undertake the construction of basic military 
industry for producing a large part of the materiel necessary to maintain 
its own forces c, Some of these plants are in operation today, 

b 0 Another primary factor related to the granting of economic aid to 
Yugoslavia has been its effectiveness in avoiding famine or near—famlns 
conditions as a result of the 1950 and 1952 droughts. Aside from humanitarian 
grounds* it -was essential to prevent the economic disorganization and 
political and social unrest which would have been caused by a forced drastic 
cut in food consumption. It is not possible to assess fully what the effect 
of the 1950 drought might have been had it not been followed by United States 
food aid and tripartite economic aid e It appears* however* that this aid did* 

In fact* provide the gap between possible widespread hunger and the relative 
social and political calm that actually prevailed, Hie American observers in 
Yugoslavia in 1950-51 reported that, to their knowledge, the distribution of 
United States relief was well organized so that not a single case of 
starvation came to their attention. From the standpoint of economic and 
political Stability* the results of the 1952 drought were not quite as serious 0 
Food and animal fodder from the previous year 0 # good harvest and supplies of 
consumers 8 goods in excess of consumer demand existed in shops and warehouses 
both in marked contrast to the circumstances prevailing at the time of the 
1950 drought, These features are in themselves evidences of an increase in 
stability, both in economic and in the less assessable political form of 
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stability which differentiated the two periods of drought© 

Go 2h®r® is a close connection between economic aid and the govern^ 
m®nt°s agricultural policy, but it is not possible to determine positively 
what this policy would have been in the absence of aid© Uha two droughts 
have brought the continually worsening agricultural problem to the forefront 
and tile government was forced to make alterations in its policy of prenoting 
collectives at any cost© Actually, economic aid might have been instrumental 
in permitting the Jugoslav Government to postpone the necessary agricultural 
reforms, as the foodstuffs received under the aid lessened somewhat the 
dependence of the government on th® private sector in agriculture as it could 
feed the cities and continue non-food, imports out of its own resources© On 
th® other hand, in the absence of food and, tripartite aid, the government 
might have triad to solve its problem by even more severe measures against 
til© peasants in its efforts to control the country 11 s agricultural supplies® 

On balance, it would seem that the aid has probably delayed the abolishment 
of certain unproductive collective farms, but it has given the government a 
chance to review its agrarian policies, and to make careful, plans for the 
elimination of the inadequacies© 

Although the government has been searching for a final solution to its 
agricultural problem, no such solution appears in sight as yet and more 
experimentation will undoubtedly take place before the problem is solved, to 
the satisfaction of the government and th® peasants (see section IIC) c 

d 0 A significant by-product of th© tripartite aid program as well as 
the three United States credits mad® available through the Export^Xraport 
Bank in 19l+SM»0 and the United Kingdom credits in 19S>tM»l has been the 
increased willingness of other investors to lend money to Jugoslavia© 

S~B-C=aSWB>»T 
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The amount of tripartite aid and the funding of the Yugoslav debts 
to the tripartite powers were important considerations in the determination 
of the International Bank to extend two loans to Yugoslavia* It may also 
be surmised that Yugoslavia might have found it more difficult to obtain 
the Chase Bank; Turkish 0 and Canadian short** term credits to which it resorted 
in order to obtain grain imports following the 1952 drought if it had not 
been the recipient of economic aid with which to support the stability of 
its economy* 

e D Finally, a very intangible result of the economic aid has been its 
effect on the general economic policies of the Yugoslav Government* The 
Yugoslavs have argued that the introduction of the so-called "New Economic 
System" (see Annex III) with its apparent liberalization entitles there to 
a continuation of large-scale economic aidf they claim that they will not 
be able to proceed with the implementation of the program unless the aid Is 
continued* This argument makes two assumptions^ Firstly, it assumes that 
in granting economic aid to Yugoslavia, the United States was acting on the 
premise that the Tito Government would gradually evolve into a democratic 
regime* It seems clear that while any real liberalization in Yugoslavia 
would be very welcome, the basis for the extension of US aid was to prevent 
the subjection of Yugoslavia by the Soviet Bloc* Secondly, while economic 
aid has undoubtedly assisted in the implementation of the "New Economic 
System" by assuring the government of relative economic stability in this 
trying period* it was not the primary cause of the charge in Yugoslav 
economic policy* It must be remembered that the current trend in Yugoslav 
economic and political thinking had already started before the drought in 
the summer of 1950, i*®*, before tripartite aid was extended* (See Annex III*) 

S=EWJ-ft-E»T 
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The basic cause for the introduction of the "New Economic System" was the 
realization on the part of Yugoslav leaders that the existing Soviat«*style 
system had not proved successful and that some substitute had to be found* 
The propaganda value of the "liberalizing" features of the system was a 
useful by-product. As in the case of the agrarian policies discussed 
above 8 it is difficult to determine what course the Yugoslav Government 
would have followed in the absence of economic aid* bat the possibility 
cannot be excluded that it might have been forced to make more significant 
concessions to the population to stimulate production.. 

2. Future Aid Levels 

a. Discussions on the level of economic aid to be extended to 
Yugoslavia during fiscal year 1953*5^ began in Belgrade at the third 
tripartite conference* which completed its study of the Yugoslav require- 
ments at the beginning of April 1953* This group estimated that Yugoslavia* 
balance of payments would require external financing of $89 million in 
order to support the economy at a level of consumption consistent with the 
economic-military objectives of the assistance program* 

In the conference's view, this deficit, which was $8 million 
below Yugoslav estimates, should be financed by grant assistance of 
$11 II million from the British and French Governments and $75 million 
from the United States. Upon review, however* it was decided that the 
United States share was about $30 million above the level of assistance 
which the United States Government considered necessary and was willing 
to provide. However, in June 1953 aid amounting to $15 million was 
advanced to Yugoslavia in addition to the fiscal year 1952-53 allotment, 
and furthermore the outgoing pipeline on June 30, 1952, turned out to be 

— 11 — 
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larger than envisaged earlier. The utilization of the $15 million 

and the drawing down of the pipeline in fiscal year 1953-5*- *>°st 

the available aid to an amount approaching the original estimate of 

$89 million. 

b. There Is, as yet, no clesrcut deoislon on the granting of economic 
aid to Yugoslavia after fiscal year 1953-54. At the present Juncture, 
it appears that economic grant aid by United Kingdom and Prance will 
not continue after fiscal year 1953-54, the year in which the three 
governments originally estimated that a viable Yngoslav economy would 
be achieved. On the other hand, the United States has some very 
tentative long-range plans which provide for the continuance of grant 
assistance to Yugoslavia at a greatly reduced level for one or two 
years beyond fiscal year 1953-54. In addition to this, there will be 
continuing grants for military aid and probably for technical assistance 

as wellc 


«»lla- * 
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SECURITY INFORMATION 

Bo Foreign Indebtedness and Servicing Barden 

The necessity of servicing Yugoslavia's total foreign indebtedness of 
almost $1*00 million (as of July 1, 1953) represents a serious obstacle to 
the balancing of Yugoslavia's foreign economic transactions in the near 
future® The planned reduction in foreign economic aid* coinciding with the 
peak demands for principal repayment® on this debt* according to present 
contractual arrangements, places heavy demands on the Yugoslav economy in 

the next three years ® 

lo The Composition of Foreign Debt 

The to ta l of Yugoslav foreign indebtedness is estimated at $395 million 
(excluding the prewar public debts 1 ) as of July 1* 1953* a $20 million 
increase since January 1* 1953* (See Tables IB-1, IB»2, and IB-3*) The 
major part of this* $257 million, consists of long- and ssdium-tarm credits} 
in addition, there are $21 million shorts term credits resulting from the 
1902 drought, $31* million of revolving or secured credits, $1*0 million of 
siring credits under trade agreements, and $1*3 million of nationalized property 
cksb'feSo 

About two- t hir ds of the total indebtedness is concentrated among four 
major creditors, the United Kingdom, Western German y. United States, and 
th© International Bank for Reconstruction and Development, each of which 
accounted for more than 15 percent of the total debt® The other third is 
divided among more 'Gian twenty other creditors, some of whom have extended 
extremely small credits to Yugoslavia, ®«go, th* combined credits of Denmark, 
Netherlands, Norway© and Sweden totalled lass than $3 mi ll ion on July 1, 1953 o 

1<, No final agreement on the total amount of those debts has yet been 
reached between the Yugoslavs and the creditors® 

CONFIDENTIAL 
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Status of Yugoslav Foreign Debt 
as of Jan 0 1953 
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Estimated Status of Yugoslav Foreign Debt 
as of July l s 1953 
(la Billions of OS dollars) 
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2© The Contraction of the Debt 

The greater part of the nationalized property debt and of the 
revolv ing or secured credits was contracted before 1950 (see ISable IB-U)© 
The contraction of other loans and credits has continued up to the present* 
IgoMis^seoured by Yugoslavia before 1950* and an average of $h0 million 
each half year thereafter© ®i» greatest number of credits* involving the 
largest increase in indebtedness ($88 million)* war® obtained during the 
second half of 1950* following that year’s drought* On the other hand* 
the smallest increase in this type of indebtedness ($15 million) occurred 
in the first half of 1952, following the good 1951 harvest© 

Th© loans and credits were secured* in general* for taro purposes* 
short-term credits in fiscal years 1950-51 and 1952-53 to finance imports 
of food occasioned by the droughts in those year** and credits of all types 
(long* medium* short-term* revolving and secured) to finance imports of 
capital goods and raw materials for Yugoslav industry© The second type 
might be classified under two categories according to the criteria 
established by the International Monetary Fund* compensatory financing 
(for the purpose of balancing imbalances in Yugoslavia’s foreign economic 
transactions) and non-compensatory (independent of th® balance of payments 
and generally limited to specific projects)© However* this separation is 
very dif ficult to perform and is in many cases conceptually inappropriate* 
as it is often impossible to distinguish developmental from balance of 
payments purposes© 

3° $380 Million Ceiling Set by IBRD 

In its October 1951 report on th© creditworthiness of Yugoslavia 

CONFIDENTIAL 
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the IBRD estimated that Yugoslav total Indebtedness (excluding prewar public 
debts and swing credits) equalled approximately #180 million as of 
September 1950, At that time the Bank's management recommended that Yugoslav 
borrowings in th® next few years be limited to an additional #200 million, 
thus setting a calling of #380 mill ion on Yugoslav foreign indebtedness © 

3!hls limit was derived in th© following manners it was estimated that 
Yugoslavia would be able to meet debt service payments in ©It currencies of 
about #30 million annually,, Ibis amount could service a total debt of about 
#380 million on a long-term basis (20-25 year maturity at an average in terest 
cost of in addition to some payment on prewar public debts 0 

ihe ceiling of #380 -million has not been reached up to th® present time, 
th® total outstanding debt of about #355 million on July 1, 1953 (excluding 
prewar public debts and swing credits) representing th® highest peak* It 
should be noted that the Bank's calculation is not realistic in certai n 
respects s with normal agricultural harvests, and a reduction in capital 
imports at the completion of the key Investment program Yugoslavs might be 
able to spend more than #30 million a year on debt servicing* However, 
according to present contractual arrangements over two-thirds of the Yugoslav 
debt is to be amortised by the end of 1958 and none of the credits, except 
for those from IBRD, have a maturity of more than 10 years, so the assumption 
regarding the 20-25 year maturity is not realistic* Furthermore, swing 
credits amounting to about #U0 million on July 1, 1953 ar® expected to be 
eliminated by th® end of 1958 0 Ihis would necessitate an additional average 
yearly payment of apprcedmately #10 million, requiring export balances that 
otherwise might be used to service loans and credits* 
lie Debt Servicing 

While the total amount of external debt is within Yugoslav capabilities 
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to service as determined by the IBRD, much of it is shorthand medium -terra 

debt which requires substantial principal repayments in the next three years* 

During fiscal years 1953-5U, 1 95U-55 and 1955-56 contractual repayments 
million e 

amount to $178 / and even if repayments on the emergency wheat credits 
resulting from the 1952 drought are excluded, there still remains about $160 
million or an average of $53 million a year to repay unless some debts are 
funded* (See Table IB-5®) 

During the same period, contractual interest payments ■will amount to 
about $2? million,, Sms a total of about $62 million a year (excluding wheat 
credits) is to be paid in the next three years, or twice the amount estimated 
by the International Bank as within Yugoslavia’s capacity to service* To 
this must still bo added an estimated average of $11 million a year for 
expected swing reductions in this period© However, if no new loans were 
obtained, the contractual debt repayments would taper off sharply after the 
next three years, with only $21 million remaining to be repaid in calendar 
year 1957 and $17 million in calendar year 1958, plus $8 million in 1957 and 
$7 million In 1958 for interest charges (see Annex I, ftable 2)© This is, 
of course, only hypothetical, as it is likely that Yugoslavia will secure 
new loans and that some of the existing loans would be funded, thus raising 
the debt-servicing charges in the later years© 

In the past, Yugoslavia has always received more in new loans in any 
on® year than she needed to service existing loans during that period, the 
only exception being the fiscal year 1951-52 when a good harvest permitted 
a slight reduction In the total outstanding debt© In addition. In each year 
Yugoslavia was the recipient of foreign aid in an amount considerably greater 
than contractual debt servicing© This is not to say that tripartite aid was 
granted to Yugoslavia for the purpose of servicing Its foreign debt, but the 
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* I&BLB IB-5 


Total Yugoslav Contractual Debt Servicing, 
January 19J>l°July 1956 
(in millions of US dollars ) 



1211 


FI 

FI 

FI 

i2S*!2 

FY 

1955/56 

Principal Repayments 

26«6i 

Uo 6 ?5 

30o00 

6 j ; a 60 

Tlolk 

U2o32 

Swing Reduction 

23*65 

260 08 

11 0 86 

9*50 V 

12 c 62 9 / 

12*00 3 / 

Subtotal 

50*26 

6?o03 

UI 086 

71^10 

8I*o36 

5U«32 

Interest Payments 

1* 0 26 

uao 

5*60 

8 o 60 

9*00 

9«00 

Total Debt Servicing 

5Uo52 

7ioi3 

U7oU6 

82*70 

93*36 

63*32 


jbJ Estimated 

Sources Annex I, Table 2 
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receipt of aid did facilitate the meeting of foreign debt obligations a In 
the future, with gradual elimination of foreign economic aid, Yugoslavia 
will have to meet these commitments out of her own resources 0 

So Possibilities of Postponing Repayments 

Yugoslavia has been able to negotiate postponements of debteservice 
payments in the case of three minor debts,, Payments on the Swedish 
nationalized property debt due at the end of 1952 and the middle of 1953 
were postponed for one yearj the $6 million tSwiss equipment credit, 
originally due September 30, 1953, has been rescheduled with repayments now 
consisting of 10 semi-annual installments beginning on My 31, 195Uj 
approximately #1*»8 million of repayment# on th® French military credit due 
in th® period April 1953 to October 195U hav® been deferred until th® period 
April 1956 to October 1957 » 

Although these postponements have been of some help in improving 
Yugoslavia 3 s foreign financial situation, no real amelioration of the problem 
of debt servicing during the next few years can be achieved without thorough- 
going adjustments in the West Gorman and United Kingdom loans, each of which 
accounts for about 17 percent of the total catstanding Yugoslav foreign 
indebtedness. According to present contractual arrangements, Germany is to 
receive $1*5 million over th© next three years (not including swing reductions) 
and the United Kingdom $39 million (not including nationalized property 
repayments),. Since the total amount of scheduled repayments on loans and 
credits in those years amounts to $162 million, West Germany and tee United 
Kingdom together account for ever $0 percent of th® total 0 lb© other two 
major creditors, th© United States and the IBRD, account for approximately 

CONFIDENTIAL 
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tiie earns proportion of present Jugoslav indebtedness as West Germany and 
the United Kingdom© However, the terms of these loans are relatively long 
and only $ 6 0 $ mil l i on mast be repaid on them daring the next three years, 
so they create no problem within the present context, 

The United Kingdom has recently made an offer to Yugoslavia to ease 
somewhat the debt servicing burden© Ihe United Kingdom Government agrees 
that if the Yugoslavs pay off the revolving credits granted by th© Midland 
and Westminister Banka when they fall due in fiscal year 1953->l$ p the 
United Kingdom Government will raise the ceiling of guarantees direct to 
exporters by an equivalent amount and will accept postponement of the 
$2t>8 million repayment on the 8 million pound credit, due on June 30, 195U, 
until 195&*> The United Kingdom Government is also prepared to postpone 
repayment® on th® 8,3,2, and U million pound medium term loans if the 
Yugoslavs are able to obtain roughly equivalent concessions from other 
creditors, the most important of which is West Germany*, Thus, the 
negotiations with Germany assume even greater importance; not only do 
present schedules provide for greater repayments to Gestashy than any other 
creditor, but th® United Kingdom and other creditors are not willing to 
agree to any fundamental change in repayment terms unless Germany revises 
its schedules first© 

Th© basic problem in the Yugoelav=G*rraan debt negotiations is th® need 
to postpone payments on th® medium-term debt ($Ul*l million outstanding as 
of July 1, 1953) and arrange suitable repayment tern® for an additional 
million to pay for equipment recently ordered from Germany© Thee® 
negotiations have been drawn out and complicated and no solution appeared 
possible until the G@man political situation became more settled© Ihe 
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possibilities for successful conclusion of these negotiations increased 
greatly with Chancellor Adenauer’s victory at the polls In September 
1953« The German Government has repeatedly assured the United States 
Government that it would do everything possible to come to some satis- 
factory agreement with Yugoslavia, but German Government agencies have 
heretofore been unwilling or unable to arrange for the funding of the 
debt and referred the Yugoslavs to a private German Bank, the Rheinisehe 
Girosentrale in Dusseldorf in the summer of 1953 « The arrangements 
with this bank would have been satisfactory except for an interest rate 
of 8 percent and a fee of 2 percent, which the bank demanded and the 
Yugoslavs considered too high# 

In view of Germany’s interest in Yugoslavia as a market for its 
products and the assurances by the German Government, it appears likely 
that some arrangement would be reached postponing debt repayments. This 
would remove one of the obstacles in the way of agreements with other 
creditors and would be the first step toward adjusting debt servicing 
charges to Yugoslavia’s ability to pay in the near future., 

6. The Problem of Future Debt Contractions 

All the debt tables and the discussions up to the present time 
have been based on the assumption that no new credits would be nego- 
tiated by the Yugoslav Government* Obviously, this is not a realistic 
assumption, and it is necossary to consider the effects of new loan 
contractions o 

There are three factors inhibiting further loan contractions by 
Yugoslavia. The first and most important is the realization by the 
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Yugoslav Government that any new loans would increase the already great 
burden of debt repayments* The government has shown that it is aware of 
this dan ger by its regulations controlling the expansion of foreign 
borrowing by industrial and business enterprises. On the other hand, 
the desire of the Yugoslav leaders to industrialize the country further, 
as exemplified by recent mention of "new" key projects when the present 
ones are completed, provides a prime motive for increased foreign 
borrowing. 

The second factor is the commitment by Yugoslavia under its loan 
agreements with the International Dank for Reconstruction and Develop- 
ment to "notify the Bank promptly of the particular proposal (to incur 
any additional external debt) and, before the proposed action is taken, 
shall afford to the Bank all opportunity which is reasonably practicable 
in the circumstances to exchange views with the borrower with respect 
thereto. ..." There are two explicit and one implicit limitations on 
this requirement. The Yugoslav Government does not have to consult the 
Bank if the additional debt results from the utilization of an existing 
credit or if it is a short-term obligation under which repayment is to 
be completed within one year* The implicit limitation is the exemption 
from this requirement of a "reasonable" amount of compensation debt, 
i.e., debts which are to be repaid fully by exports out of the increased 
production of a specific commodity or commodities resulting directly 
from the loan. 

The commitment to consult the Bank is, of course, tied closely to 
the ‘9300 million debt ceiling discussed above. Since the ceiling has 
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not been reached and the total outstanding debt decreases gradually as 
principal repayments are affected* it would be possible for Yugoslavia 
to incur considerable new obligations without exceeding the $380 million 
ceiling o 

ihe third factor is the commitment by Yugoslavia under the Exchange 
of Notes of October 11* 1952 B on the subject of tripartite aid* to 
"exchange views" with the United States, United Kingdom, and France when- 
ever new loans outside the International Bank are contemplated „ This 
requirement has not been strictly enforced in the past* and it appears 
now that in order to satisfy it Yugoslavia merely needs to report 
quarterly to the tripartite powers the status of unpaid balances of 
investment and commercial debts by governmental units and enterprises* 
rather than being forced to consult prior to conclusion of contracts. 
Despite these three factors* it appears likely that Yugoslavia 
will attempt to secure further credits from foreign governments and 
non-governmental units, (See Section II-D,)* An example is the attempt 
to add |16 million to the existing medium-term debt to Germary and fund 
the combination of the two. This additional $16 million is to cover 
the cost of new equipment recently ordered from Germany* allegedly for 
"key projects," According to the staff of the International Bank* many 
of the projects expected to receive this equipment are not of high 
priority and could easily have been postponed* but the Yugoslav Govern- 
ment continued to insist that all this equipment is essential. 

It is not possible to estimate the amount of this additional in- 
debtedness as this will depend on many factors* such as, the government® 
decision on the investment program* the military preparedness program 
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and the level of private consumption, the ability to increase agricul- 
tural and other exports, and the success in postponing debt service 
charges falling due in the near future © 

Obviously, the burden imposed by new debts depends on the purpose 
for which they are obtained and their repsyment toms, i«e», the period 
when principal repayments must be made and the interest charges that 
are agreed upon rather than the total amount of the new debt® It is 
even conceivable, theoretically, that a new longer-term debt could 
reduce the shorVtexm debt servicing burden if the proceeds were used 
to repay existing loans, thus, in effect funding them* However, future 
Increases in the Yugoslav foreign indebtedness are likely to result from 
loans for investment purposes or short— tern emergency credits, and not 
loans for funding purposes® 
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Sec«B.%”tnfoiTOation 

C* The Basie Task of Adjustment in Aggregate Terns 

A brief review* in aggregate terms* of some of the factor? involved 
in Yugoslavia* s postwar economic situation is necessary to express the 
scope of the problem of adjustment to a reduction and eventual with- 
drawal of foreign economic aid and an increased debt service burden o In 
this discussion* emphasis will be placed on the formation and distribu- 
tion of the gross national product (GNP) and the fluctuations of the 
various elements of the balance of payments** 

Xo Formation and Distribution of GNP in Postwar Period 

The contributions to the Yugoslav GNP by sectors of the economy 
and the growth of the GNP in postwar years are both presented in Table 
IC-lo The figures on GNP are subject to errors due to variations in 
price* classification* etc., but It is still possible to draw general 
conclusions from them* especially when supported by other data» 

The Yugoslav GNP rose sharply from 19hl to 19^9, decreased in 1950 
due to the fall in agri cultural, production as a result of the drought* 
and then rose to about the 19U9 level o The figures for 1951 shd 1952 
were calculated from the plans of those years j the 1951 plan was generally 
f ulfille d* but in 195? the second serious drought in three years caused 
a serious underfulflllment of the plan* and it is estimated that GNP in 
1952 was only about 90 percent of the 1951 level (see Annex I s Table U)» 

It is expected that in 1953 GNP would again reach the 1951 level and 
possibly exceed it by a small amount 0 
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As shown in Table 1C-1, industry 9 s share of GNP rose sharply from 
19U7 to 19h9 and then leveled off at around U9 percent of GNP} this same 
conclusion is indicated by a study of data on production of selected 
industrial commodities in Table IC-2, IC-3, and Annex I p Table $„ 

Agriculture 9 s share has been consistently about one** third of the 
total, except in times of drought when it fell to only about one-fourth 
of GNP, Table IC-lt presents data on Yugoslav grain production, thich 
constitutes the most important sector of Yugoslav agriculture. Th® 
contribution to GNP of services has fluctuated between 20 and 30 percent 
of the total during this period * 

Unfortunately, no comparable data are available for the distribution 
of GNP in the postwar years. The only data available were calculated 
according to the Marxist concept of national income, which excludes many 
so-called "non-productive services." However, the source (Report fey 
Paul Go Heiraberg) that provided the data on the formation of GNP also 
calculated the distribution of total availabilities (GNP minus net 
balance of trade and services) according to the 1952 plan, and FOA has 
made rough estimates of the distribution in fiscal years 1952/53 and 
1953/5U (see Annex I, Tabic U) ® According to the 1952 plan, personal 
consumption accounted for about one-half of total availabilities, which 
appeared to be its approximate proportion during the whole postwar 
period} gross public and private investment accounted for about on®-f©urth 
of total availabilities} defense expenditures accounted for about one- 
sixth and other government expenditures for the remainder. No major 
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Table IC-lt Formation of GNP 19U7-1952 



19U7 

WPfl att rxm 

19H8 

19U9 

1950 

1953w/ 

19522/ 

Industry®/ 

37% 

ho% 

b$% 

h6% 

k3% 

h$% 

Agriculture^/ 

3k% 

33% 

32% 

26% 

31% 

33% 

ServiceaS/ 

29% 

27% 

23% 

26% 

26% 

22% 

GNP 

100 

100 

100 

100 

100 

100 

GNP (19U7 - 100) 

100 

130 

151 

137 

1U8 

1U7 


a 0 Includes mining 9 construction, and handicrafts, 
b 9 Includes forestry «, 

Co Includes all services, those producing goods and those not 
producing goods according to Yugoslav terminology o 
do Based on plan data, it probably approximates actual figures, 
as 1951 plan was substantially fulfilled,, 
e 0 Based on plan data® It does not represent actual figures, as 
it is known that 1952 GNP was only about 90$ of 1951 level 
due to drought* 


Sources Report by Paul G, Hermberg, September 16 8 1952, to F0A„ 
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Table IC-3* Production of Selected Products of Light Industry;, 1939-19S2 
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Tab!® IC-lt: Production of Grains 
(In ooo’e of metric tons) 



1935-39 

Average 

1950 

* 

1951 

1952 

1953 

Com 

U,U69 

2,081* 

1**033 

1,2*70 

14,033s/ 

Itfhe&t 

2,633 

1,827 

2,27? 

1,677 

2,5ooi^ 


216 

219 

m 

225 

300^ 

Barley 

2*05 

266 

358 

257 

370^ 


Yugoslav forecast? Embassy Belgrade estimate is 2*, 200, 000 tons® 
b 0 Rough estimates by Embassy Belgrade® 

Source©* 1935°® 39 average => NIS 21<=60, p® 3# CONFIDENTIAL^ 1950 and 
1951 D^377 Belgrade, November 18, 1952, CONFIDENTIAL, 
SECURITY INFORMATION | 1952 and 1953 - 0-59 Belgrade^ 

July 20, 1953, UNCLASSIFIED and D-X85, Belgrade, August 28, 
1953, RESTRICTED® 
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Table IC«5i Yugoslav Balance of Payments Summary., 19h6-19$k 
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changes in the distribution of Yugoslav GNP are expected in the near 
future « In fiscal year 1953/5U* on the basis of very rough calcula- 
tions g personal consumption is expected to be a slightly higher propor- 
tion of total availabilities than in 1951/52* investments about the same, 
and defense and other governmental expenditures slightly lower • 

The above data bring out very clearly three of the problems that 
are faced by the Yugoslav economy® Annual personal consumption in Yugo- 
slavia is only slightly higher than $100 per capita, which is one of the 
lowest in all ©f Europe (see Section II«B). This condition is the result 
of th® low level of Yugoslav GN? as compared to other European countries 
and the relatively small proportion of it devoted to personal consumption® 
If production is to increase, more incentives must be given to the workers 
either by raising the total product or by increasing the share of personal 
consumption or both® Closely connected to this are the other two problems, 
the share of total availabilities claimed by defense and by investment® 

The approximately 16 percent of total availabilities spent on the armed 
forces must be considered as a complete loss in strictly economic terms 
as it does nothing to Increase production® The allocation of about one- 
fourth of total availabilities to investment cannot be placed in th® 
same category as it does lead to greater production® The difficulty has 
been that despite the great investment, no corresponding increase in 
production has occurred as yet® As indicated in Section II-D, this is 
due to the construction of a large number of projects, many of which 
have not yet entered production during the period under discussion® A 
further important reason for the lag in industrial production since 19^9 
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has Been the serious balance of payments position of Yugoslavia, which 
made it difficult to Import sufficient raw materials for Yugoslav 

industry* 

2 e Fluctuatio ns In the Balance of Paymen ts 

There is a close interrelationship between the internal economic 
situation and Yugoslav foreign economic relations. As indicated above, 
the balance of payment problem prevented sufficient imports of raw 
materials for industry® At the same time, the lag in industrial pro- 
duction made it difficult to increase exports of industrial products, and 
by not making available adequate consumers 4 goods supplies as incentives 
for te© peasants was one of the contributing causes of the lag in agri- 
cultural export availabilities® The lack of exportable supplies and. the 
difficulty in developing foreign markets hindered the increase in Yugoslav 
©sports while the needs of the Investment program, the military estab- 
lishment and industry kept imports at levels considerably higher than 
exports. (See Annex X, Tables 7, 8, 9, 10, 11, 12, and 13 for 
statistical data on Yugoslav foreign trade.) 

Table IC-5 summarizes the Yugoslav balance of payment® position 
in the postwar period, and indicates the great fluctuations that occurred 
in the key item, the "net balance of trade and sendees.” This item 
reflects the effects of various Yugoslav domes Me policies, of the 
vagaries of weather, and ineffective government policies in regard to 
foreign trade® The most noticeable fact is that this item has been 
negative during the whole postear period, indicating an ©xct of 
imports over exports in every one of the years® T.ls should be compared 
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to the prewar years when this item was usually positive with exports and 
receipts on services exceeding imports by an average of about $20 million. 

A study of the table shows that the largest deficits in the net 
balance of trade and services occurred in 19U6, when postwar reconstruction 
was in full swing, in 1951 and fiscal year 1952/53, both years following 
a bad harvest* The size of the deficit also depended on the amount of 
foreign aid extended to Yugoslavia, as this aid enabled the Yugoslavs to 
import large quantities of goods without having to pay for them by their 
own exports. 

A deficit in the balance of trade and services could not take place 
unless the imports were paid for in some manner, either by exports, aid, 
loans, or the drawing down of foreign exchange or gold holdings. Table 
IC-5 and Annex I, Table 6 show to what extent each of these means were 
employed to cover the deficit. Foreign economic aid was the most im- 
portant balancing item in 19^6, 19U7, 1951, end later years, while the 
net capital balance was the most important in 19US, 1 9h9» and 1950, l.e., 
after UNPRA relief stopped and. before tripartite aid began. Foreign 
exchange and gold reserves were drawn down substantially In 192i7 9 19U9, 
and in fiscal year 1952/53 but were somewhat built up in 1950 and fiscal 
year 1951/52. Fiscal year 1951/52 presents a very interesting case 
where a combination of an excellent harvest, a large amount of foreign 
aid, and some new loans enabled Yugoslavia to make substantial payments 
on existing loans, build up foreign exchange and gold reserves and still, 
cover a deficit in the balance of trade and services. This is a unique 
case, however, as in every other year the utilization of new loans 

- .36 '*» 
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exceeded repayment of existing ones (see Section I-B above)® 

In balance of payment terns* the basic task facing Yugoslavia is 
to change the deficit in the balance of trade and services to a positive 
balance* as in the prewar period* by increasing exports and service 
receipts and/or decreasing imports in order to service existing debts* 
as well as to build up foreign exchange and gold reserves or* at least* 
avoid depleting them further® All this must presumably be done without 
having to depend on foreign aid 0 

Sections II and III deal with the various factors involved in solving 
the Yugoslav foreign economic problems® Section II discusses the sectors 
of the economy that would be affected by a withdrawal of economic aid* 
while Section III deals with government policies in selected fields and 
their effect on Yugoslavia’s ability to cope with the problem® In Section 
IV an attempt will be made to draw some conclusions regarding the possi- 
bility of Yugoslavia’s becoming independent of foreign economic aid in 
the near future and the changes that would have to take place in th® 
Yugoslav economy to make it possible® 
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Security Information 

ANNEX I— mble h 

Yugoslavia* Internal Accounts 
(In thousands of US dollars) 


A ft National Accounts 

XT ''S^TlIaHonaX Product 

(at market prices) 3 

a 0 Index of GNP per man year 

(1951/52 a 100) 

(1 4* 8a 4r Base Year) 

2„ Net balance of trad® and 

services in ell currencies b/ 

3 C Total availabilities 

(1 © 2) or (U / 5 / 6) - 

Ue Personal Consumption 3 

a e As % of total availabilities 
be Per capita consumption 
(dollars) 

Co Index of per capita 

consumption (1951/52 s 100) 

5« Public and Private Investment 
(Gross) 

a« As % of total availabilities 
6o Total Government Services 
a,o Non«defense 
bo Defense 

(1) As % of total availabilities 


FY 1951/52 a/ W 1952/53 a/ Ft 1953/5U a/ 


3,730 

3,305 

3,810 



100©0 

89«6 

101,0 

«88 

-3.1$ 

-©85 


3,818 

1,880 

3,52U 

1,698 

l*9o2 

3,895 

2,0U3 

$l»k 

52©5 


U2o6 


I00o5 


11808 


1,032 


lOOoO 

23o7 

l6 e 3 


89o3 

25cU 

17 oO 


105«5 


15*U 


17 o2 

9o3 

9<>3 


Bo Population a nd Employment 

Tf^ps^rosrTi^rHadie of , 17 2 

flicl yoar) (millions) 16.7 16.9 17.2 

8 0 Civilian Labor Force (millions) 9«2 J°; © 

ao Employed 9c2 9ol 9»3 

bo Unemployed *** 0 - . ^ 

(1) As % of civilian labor force ~ X “ A 

Source* Foreign Operations Administration 

»/ rmp and it® couKsonents were estimated on basis of calendar year So&LS. Plane* 

» ™ 1#V5 fo^ETo? 1952 Social Fta. IT 1952/53 on bools of 1953 Soclsl PUn, 

l?53/5k FOA estimate© 

b/ Not balance for trad© and services is on fiscal year basis© 
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ANNEX I— Table 5 

STATISTICS OF MINING, INDUSTRY, AND TRANSPORTATION 
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Table 5b* Production of Heavy Industry, 1939 “1952 
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Table 5b a Production of Heavy Industry, 1939-1952 (cont«) 
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ANNEX I«~Table 6 (conto) 

Yugoslav Balance of Psgnnents and Foreign Aid 
All»Curreney Balance of Payments s 19l*6-»1951j. 
(in millions of US dollars) 
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